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Please state your pame and business address.
My name is Robert C. Schoonmaker, and my business address is P. O. Box

25969, Colorado Springs, Colorado 80936.

By whom are you employed and i whal capacily?
Yoam a Vice President of GVNW Coensulimg, Inc., a consalbpg fimm speciahzing

1 working with smal} telephone companies.

Are you the same Roben €. Schoommaker who previously Hiled Direct and
Supplemental Direct Testimony 1n this phase of these consolidated dockels?

Yes. Jam.

What 15 the pwrpose of your Rebuttal Testimony?

In my Rebuttal Testimony, 1 will be responding 1o both thé IDnrect and Rebuttal
Testimoeny of vanous Staff witnesses and the witnesses for AT&T,
MCYWorldCom, Sprint, Asmeritech and Venzon. My Rebutral Testimony, on
behalf of the IITA, will respond 1o the testimony of the other witnesses excepl my
response to lestymony directed at the individual small company rate-of-return
showings filed by other witnesses on behalf of the respective indivadual small

companies will be himited to Stafl's proposed federal USF support adjustment.

While a subsiantial volume of 1estimony and recomunendations (some conflicting)
bhave been submitied by the vanous witnesses, my Rebuttal T esﬁmony 3S

orgamzed so as to respond to the following topics and issues: (1) the appropriate

mpufs to the HAT Model 5.0a; (2) how the HAI Model results should be used in
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this procecding; (3) the services 1o be sopporled; (4) the affordable price fQI the
sopporied services; (5) access charge issues; (6) Staff's transiion plan; (7) the
ISCECA as the ymtia) fund administrator; (8) fund administration issues; (9)
funding methodology issues; (10) administration of any Commnssion ordered
"true-up” and (11) a response 1o the Staff proposed adjustment to federal USF

amounts used in the mdividual company eamings analysis.

Prior to addressing the issues and topics discussed above, do you have any general
comments or concerns selated 1o the testimony and positions of the Staff
witnesses and the witnesses for the other parties?

Yes, 1 do. In aninvestigation such as this that potentially nmpacts 50 smal
companies and involves numerous and complex issves, unfortunately, 1is easy to
Jose sight of the ympact on individual compames and the idividual customers of
those respective companies. In my opinon, every effort should be made 10 make
certain this does not occur 1 the considerations and deterrmnation of 1he issuves

mvolved m this proceeding.

In that regard, it bears repeating that this proceeding concemns the estabhshment
of a new Universal Service Fund for the bigh cost rural areas served by the small
companies. As descrbed in my Direct Teslimony, this new Fund will replace two
existing funds; 1.e, Illinois High Cost Fund and the DEM Weighting Fund. Inthe
year 2000 (the year for which the rate-of-return showing 1s presented on an

individual company basis), the small compames received a total of 33,000,000
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from the 1hnois High Cost Fund and a total 0f 310,385,264 from the DEM

Weighting Fund, resulting 1n total support of $13.385,264.

The Bhinois Hhgh Cost Fund, which has been capped at $3,000,000 simce the I]”lid-
1980's, covers non-iraf fic sensitive costs, such as Joop costs, that were removed
from access charges (the intrasiate Canrier Commeon Line Charge) where those
costs were greater than the Commssion then determined to be appropniate 1o pass
on to customers inmonthly rate mcreases. The stnall compames’ mvestment m
non-Traffic sensitve plants have continned and the costs have grown 10 Jevelsp

excess of the "copped” amonnts.

It should also be rememnbered that the DEM Weighting Fond was to replace on an
mirastate bass revenue dollars that the small compames previously secerved n
mtrastale access charges. Each of the cornpames’ reductions in access charges
have from the first year of the fund and each year thereafter exceed the amount of

what the companies received from the DEM Weighting Fund.

As shown on Attachments #1 and #2 1o IITA Exhibi1 2.0, on the average,
companies received a total of $9.59 per Iine, per month from the existing funds

with certain companies receiving support in excess of $60.00 per hne, per month.

Taking the above history into account, in my epinion, il should not be surpnsing
that the rate-of-return showmg presented by the individual companies shows, on a

collective basis, a need of $14,567,114 (IITA Exnbit 3.0, Attachment #4) from a

new Universal Service Fund 1o replace the exisling sources of funding. This is at
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arate-of-relurn Jeve) not just as proposed by the small companies but at a level
agreed 1o by the Stafl of the Commssion as a resolt of discussions and

negohations.

However, the positions in lestimony presenled by the Staff and the witnesses for
the other Intervenors scems 1o be focused by whatever means or issues are
avarlable to "bid down” the amount of any new Umversal Service Fund and the

smount of Ingh cost support avimlable.

Has there been any altempt to quanify the ympact that the estabhshment of an
TUSF of the size simmilar 1o that shown m JITA Exlnbit 3. Attachment 4 would
have on end user customers?

Yes. The HTA submitted a data request to staff witpess Clausen requesting on
eshimate of the 1hnos imtrastate retal revenues. Attached as 11TA Exbit 4,
Attachment 9, 3s Mr. Clsusen’s response to that data request. As can be seen from
the response, Mr. Clavsen estimates that 2000 mitrastate retail revenuves {exchiding
wireless revenuves) was approximately $4.622 hilion. Mr. Clausen Tarther
estimates that a $12 million IUSF fund would require an surcharge on end vser
retail revenues of 0.26%. On an telecommunications bill for $30 in a month this
would equate to a surcharge of $0.078 per month or between $0.90 and $1.00 per

year.
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Have you calculated the estimoted surcharge percentage based on a $14.6 milhon
JUSF fund?

Vhave, Using Mi. Clavsen’s exhimate of $4.622 hllion as the mirasiate seta)
reveres a fund of $14.6 milhon would requre a surcharge of approximately

0.37%. This would equate 1o a monthly surcharge on a 330 reta] i)l of $0.096.

What is your assessment of the benefits of such a fund?

1 beheve that the fund weuld provide substantial benefils 1o customers of the
small I1hnois compamesin keeping thair end nser Jocal rates affordable withow
placing wndue burdens on customners in the rest of the state. Nine 1o ten cenis per
month 1s not a substaniial amouit for customers to pay 10 assure access 1o

cuslomers in the rural parts of the state,

HATL INPUT 1SSUES

Q.

Before discussimg !he issues related to the HATnputs 1n detm) i response 1o the
direct testimony of the witnesses, do you have any general observations related to
the teshimony regarding the HAI inputs?

Yes. 1beheve that this whole discussion highlights the questionable vahdity of
the costs produced by forward-looking cost models and the substantial difficolty
thal usmg these costs can canse. While from an economic perspective, there s an
altractiveness from a theoretical standpoint for using forward-Jooking costs.

However, in practical nmplementation there 1s a wide disparity of opinions and, n

some cases, data ava)able that can make wide variations in the forward-lookmng
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cost. This Jeaves the Commussion 1n the difficult position of trymng te sort oul
from a vanety of data. the appropnaie mpuls to use based on conflicting data from
a vanely of sonrces and presented by vanous parties thol may bave mherent

biases 1n the desired results and thus the data they choose 1o present.

}s the umiverse of companies that are the subject of this proceeding relative to the
evalsation of the inpuls?

Jtcentmnly s This proceeding is about the forword-Jooking costs sesults of Jess
than 50 small teJephone companies in Bhinors. The largest, in terms of access
hines. 1s Harnsonville Telephone Company which serves approximately 20,000
access hnes. The average hnes per company s arovmd 2,500 Imes. These
compames are very different from the Jarge Bell Operating Companies which
serve the vast majonty of the hnes in the country and whose operations were the
primary focus of the model development. When one reviews the allemative spput
dala proposed, the target of the default assmmplions, and the companies mcluded

n ths analysis should be a major consideration.

Does Staff wi!néss Koch recognize this in his festimony?

1 do not believe that he does. On pages 19 and 21 of his direct testimony, for
example, he indicates thal the HITA does not adeguately jusiify changes for some
inpuls, 1 fact, most of the nput changes that we proposed. His reason for
believing that these changes are not justified is that they are based on sinall

groups of Ilhinois companies rather than all the small Hhnois companies.



' 143 However, he fmls 1o recogmze that the defaul mputs for these stemns are based on

144 estimates of the costs primanily of non-Nlinots companies, and virtually po

145 companies thal are of the size that are the primary focus of this proceeding. My
146 Koch simply nccepts the default assumptions as being appropnate when they have
147 no relevance lo the compames beng studied.

148

1 Q. Can you provide a specific example of ths?

150 A Yes, the change in the ratio of the COE switching expense and transtmssion

151 expense ralios 1o nvestment that is proposed as item # 12 in the assnmblion

152 chonges } outhne i BTA Exlebit 2. Attachment #3 1s based on an analysis of the
153 current aclual expenses of the small Ihinoms telephone compames. The defaonlt
154 assumptiens, as descnbed in the HATLInput Pertfolio document, HTA Exhibit 1,
155 Attachiment 3_ for these two mputs are based on a 1993 study of mncremental cosls
156 of New England Telephone Company in New Hampshire. My, Koch makes no
157 explanation as to why this eight-vear old stndy of costs of the BOC in New

158 Hampshite is more representative of Hhnos costs than ase the costs of the Mbnois
159 compames - themselves. 1do not find the support {or the defaujl assumplions

160 : persuasive at all.

16}

iz Mr. Koch alse cnticizes your input changes because they .. .inflate the economic
163 cost of services eligible for USF support...” and becavnse they **.. produce

7?]

164 significant increases in costs.” Can you respond to these crilicisms?

' Koch Disect Testmony, p. 20.
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‘While Mr. Koch s correct that the overall resndts of the assumption changes that 1
make increase the cost from costs developed upder the defanlt assumptions. The
queshon of whether that, by nself, wnvahdates my mpul changes should not be
judged simply by the resulls, but by the rationale for making those changes. It
shonld nol be swrprisimg that the costs for providing service m yural areas and
siall corppanies is higher thon the average costs for serving BOC size compames
m areas domnated by urban operations. Fusthermeoere, Mr. Koch has stmply
accepted the defaull assumptions as the appropriate base to compare to when
making these assertions and assumes that the higher results reflects a bias on my
part. He makes no allempt 10 evaluale the petential bias of the developers of the
HAl medel and s defoultimputs. The fimns who developed and presented this
meodel are AT&T and WorldCom (formerly MCT). These compoames were
concerned wih the resulls of forward-lookimg models as potential payors into
umversal service funds and potential payors of vnbondled network element rates.
Thus there 1s at feast as greot a potennial that the default inputs are blased in a

downward basis as thereas that the IITA mputs ase brased m an vpward basis.

Can yon provide any evidence that the input changes that you propose have some
degree of neutrahty 1 regard 1o bias?

1 can provide evidence to that effect. In response to a data request subinitied by
Commissioner Kretschmer, the ITA calculated the 1mpact on the umiversal
service cost of each of the twelve categories of inpul changes proposed by the

ITA, calculating a weighted average for the UTA companies as a whole using the
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companies aclual access hines as a basis for weighting. The results of this analysis
are presented m JTA Exhibot #3, Attachment 1. Of the bwelve categonies of mput
changes proposed by the IITA only seven of the hwelve produced increases in
cosis whle four caused decreases. This provides evidence that 1 did not solely
choose changes which would increase the costs. Further evaidence of the sationale
for each of these proposed changes is provided in detml i my direct testimony.

In most of the cases, specific factual reasons for making the changes related 1o the
difference of condihons among these small compames and n Bhnors specifically

provide the basis for the proposed changes.

In regard to Mr. Koch’s comments regarding the “upward has” of the TITA
assumptions, do you have any observations from Attachment 1 that are relevant to
those comments?

Yes. While Mr. Koch rejecis eight of the twelve assurpption changes made by the
HTA he supports the two that have by far the Jargest ympact m mcreasimg the cost
causing the “opward bias” that he has concern about. Furthenmore, two of the
erght assumphion changes that he rejects actually reduce the USF cost. H the
Commission will study the rationale I have given for making the changes I have
proposed, 1 beheve that they will find that these are well founded, regardless of
the overall impact of causing the costs to increase from those generated by the

AT&T sponsored default assumptions.

10
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Both Mr. Koch and AT&T witness Clarke criticize and reject a nomber of your
1nput assmmphions because they say they are based on an analysis that vses
embedded costs and thus are not repsesentative of forward-looking cosls. What is
your response to this cnaticism?

Frecogmze that embedded costs are not always mdicative of forward-Jocking
costs, partreulasly of the current fonvard-looking technology is diffesent from the
einbedded technology. Thus, the use of embedded costs for analysis or
compansons in deterrmmng forward-looking costs ypust be done with some care.
However, there are valid uses for embedded cosls or current costs in helping 10
determine forward-looking costs or the validity of forward. looking cost eshmates.
The HAI model developers themselves, for example_ used the relationships
between imvestment and expense accounts for many ef the plant accounts os the

basis for eshimating the forward-looking expenses for many sccounts.

Can you give some examples of places where embedded costs may be indicative
of the forward-looking costs or may be vsed in analyzing forward-leoking cosls of
various investiments or expenses?

Yes. ] can give several. Let’s take land and buildings, for example. These are
assets with fairly long Iives. They are also assets where the values have increased
substantially over ime. If the guantities of land and buildings are reasonably
close to those owned by the telephone company, one would genesally expect that
the embedded cost of land and buildings would be Jess than, possibly substantially

less than the forward-lookimg cost of the same assels. 1f one compares the

11
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forward-looking estimate with the embedded cost and finds a similar relationship,
some confidence can be gained in the forward-looking estimate  If, however, the
forward-looking estimate 1s substantially fess than the embedded cost, serious
question could be raised as to the validity of the forward- looking estimate apd the

estimating fechmique.

Motor velucles provides another example. These assets have refotively short
hves. five lo exght years typically, with modes! price inereases ovey the pasl few
years. One con generally observe that there have nol been sigmificant technology
changes in this area which would change the need for these assets in providing
service. One could thus generally assume that the forward-looking cost of
vehicles would be modestly higher than the emnbedded cost. If the forwvard-
Jooking cost 1s twice the emnbedded cost) of balf of 11, 1t 15 not unreasonable to use
this type of compansoen to conclude thal the forvard-Tecking estimate is flawed
and that a different estimale reflecive of more realistic conditions is appropnate.
The analysis 1 did in recommending the change m inpols for COE switching
expense and COE transmission expense 1s another example. For most plant
specific expense categonies, the HAI developers used relationships between
current expense and investrent as the basis for eshmating forward-locking
expenses. However, 1n these two categones they introduced an overnde factor
that reduced those refationships based on a now eight-year old New Hampshire
study of New England Telephone Company that indicated an estimated atio of

expense to mvestment of .0269 for COE swiichimg equpment and .0153 for COE

12
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iransmission equipment. Based onmy analysis that for the Hinois smal)
companies these ratjos in 1998 were 7.78% and 8 25% respectively, 1 changed the
mpwts for these ems to 7% and 7.5% respectively. } bebeve these changes were
appropnate in reflecting the forward-looking cost of the JJhnois companies and
are much more representotive thanis the New Hompshue data. These eslimales
are based on corrent costs and mvestment. ) amm not aware, nor has Mr. Koch or
Dr. Clarke asserted thal there are any sigm{icant technological changes in the
ymmediate future that will signiftcantly change the cost of mamntaiming ihis
equmpment. The equipment in service loday 1s similar 1o the fornward-Jooking
eqnipmt’ni bemg modeled. 1f, as Dr. Clarke osserts. the forward- Jooking cost of
COE switching investment 1s Jess than the embedded mvestment, 1f anvihing the
expense factor relationship should be higher on a forward-looking basis thap the
embedded relabonships. My estimate conservalively allowed for seme
productivity improvement and a Jowening of the ratio from the cosrent embedded
level. 1hebieve that this type of apalysis is a correct ond appropriate use of
comparisons lo embedded data 10 tesl the validity of forward-locking

assumptions, particularly related to this small gioup of rural compames.

Does the analysis you used in developing your proposed mput for central office
swilching investment provide another example?

1 certoinly does, and an mportani one, COE switching mvestment 1s generally
the second largest investient category for a small company. As Indicated m my

direct lestimony, a comparison between the HAI default assumption resolts for

13
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COE switching investment and the actual investments of the company showed
that the forward-Jooking estimales were slightly more than 50% of the actua) 1998
company investments. The defaul yesnlts were $38 million as compared 1o the
572 ymllion mn actial myvestments. The acthual investment in COE switching for
the companies in 2000 was 380 nnllion. The resulls of the assumptions |
recormmend show a COE mnvestment of 367 mallion, approximately 6% Jess than
the actual 1998 mvestment ond approximately 16% less thon the actual 2000
mvestment. Those estimates are sufhcrently under 1he actval embedded
mvestment to reflect some reduction in the fonward-locking cost, if there is some.

but, 1 beheve, are much more reabishe than are the default assumptions.

ATE&T Witness Clarke defends the switching assumptions 1 the HAI moedel 5.0a
by stating that 7. _swilchmg costs modeled pursuant 1o the FCC Synthesis
model’s algonthms and data compare closely with these modeled by the HAY 5.0a
model using its default input values”” Do you have evidence 1o present regarding
this statement?

Yes, 1do. As mdicated earlier, the HAL 5.0a default assumptions produce a COE
switchmg ivestment for the Iiinois companies of $37 million. The FCC_
Synthesis model, using its default assumplions generates COE switching
mvestment of $51 million, approximately 34% greater than the HAT model. |
wouldn’t consider a 34% dhiference something that "c]ése]y compares”.

However, the $67 mithion COE switching investment generated by the IITA

assumptions is approximately 34% greater than {he Synthesis Model assumptions.

14



" 302 1 one can say that the HAI model assumptions “closely compare™ 1o the

303 Synthesis Model assumptions. then the IITA asswnphions also ““closely compare”
30 1o the Synthesis Model.

305

306 Q. Dr. Clarke also cnticizes the comparison of forward-Jooking costs because

307 . _.embedded swilchnng accounts contam mvestments for equiprnent beyond just
308 end-office switches (c g, tandem or packel switches).”™ Do any of the Blinois
209 compames have investments in tandem or packel switches?

310 AL No, they do nol. Thus, this concern which may apply to the BOCs is not relevant

in to my companson. Dy. Clarke’s statement thal targeting modeled switching costs
312 to the embedded costs s ™. sure 1o result 1n an overestimale of the forward-

313 looking cost of end office switchme. . .7 15 unjusbNed and 1naccurate in relation to
314 the small IImoss telephone compames.

315

316 Q. Dr. Clarke refers to HAl model versions 5.1 and 5.2 1n Ins discussion of switching
317 cosls and m other parts of his tesiimony. Could you comment on his references to
318 these versions of the HAl model?

319 A Yes. In his discussion of switching costs he compares these models to the FCC
320 Synthesis Model and its results which he asserts “closely compare” to the HAI

321 5.0amodel. He seems to be trying to bolster the use of the 5.0a defaull

322 assumpﬁons by refernng 1o the newer versions of the model. In other parts of his
323 teshmony he refers to these models to justify assumptions which differ from

? Clarke, Testimony-May 11, 2001, p. &, Lines 17-19.
* Claike, Testimony-May 11, 2001, p. 9, Lines 3-4.

15
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defanlt assumptions for HA) 5.0a and evens indicates that he will provide sample

resnlis from these versions.

The fact 1s that these models are not available for nse in Hhinors, cannot be
evaluated, and should have no relevance to this proceeding. The 11TA submitted
a datarequest lo AT&T requesting documentation for 11)Ese.mode}s, cc):>pies of the
models themselves, and the data 1o nun them for 1he Minois companies. In
response to Ihis data request, AT&T provided documentation for version 5.2 of
the model only. 1n repard to the models themselves afler explaning that to sun
these models data would need 1o be purchased fiom an oviside supplier, which
ATE&T has not done, it concludes)ts response to the request for copies of the
medels by stating, "AT&T does not have the sequired data nor a version of exther
the HAI 5.1 or 5.2 model that 35 operational for ]]Iinoisl” Neither copies of the
models or the data to operate them was provided. Since these models are net
operational for linois and cannol be evaluated, the Commission shouold not give

any weight to references to these models.

Dr. Clarke spends considerable ime crilicizing the plant type assumplions

_ proposed by the HTA and the recommnendation 1o choose a higher level of buried

plant. Could you comment on his analysis?
Dr. Clarke’s primary criticism is that aerial plani is more economic than buned
plant and that it has a lower total investment cost. The results of the HAI model

clearly refute this argument. As shown on Exhibit 4, Attachment 1, the overall

16
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economic ympacl on universal service cost of mpul change #1, Plant Type, is to
Jower the cost of wmversal service rather thanrasse . Thus Dy, Clorke’s
argurnent, which might be troe on a natonwide basis, 1s pot true m Jlhinos. This
15 further confirmed by further analysis of the HAl resulis under the defauli
assumphions which Dr. Clarke defends, and the 11TA assumptions. Total cable
and wire facihiy investment for the small Winors compames under the default
assumphions 1s 3377 milhon whle under the T A assumptions 3 is only $344
mmillion. The model supports the types of managemenl decisions made by

company managers in Jlhinoms to bwld mostly buried plant.

What addizonal infosmoation do you have 1o provide in response to Dr. Clarke’s
continued defense of the HA) defaull assomphions?

Ypote that Dy, Clarke’s defense of these assomptions 1s simply a referral back to
the HAI Inpuis Portfohio documentation. 1 would note that in order for these
assumphions 1o be valid, not oply would one have to assume construction of a new
ie]gphone network, but one would also have 1o assume the current rebwld of the
eleciric and cable TV networks at the same ime. All parties would have 1o build
their networks in a similar ime frame and all would have 1o agree lo use the same
type of plant. This is a most vnreahshic assumption for a number of reasons as
discussed i my direct lestimony. } 1s also unrealistic because i1 does nol
recognize the differences in cost characleristics of providing electric and
telephone service that Jead these companies today lo provide service via different

types of plant in rural areas. Altached as IITA Exinbit 4, Attac]ﬁnem 2 15 a copy

17




370 of aresponse to Commissioner Kretschimer discussing the nature of these cost

371 differences.

372 Q. In adopline inputs for its Synthests Model did the FCC use inpuls for structure

374 shanng closer 1o the HAT default assumptions oy the ITA assomptions?

275 A While the FCC adopted structure sharing assumptions different from both the
376 HAl> defanlt and the IITA assumphions. they are much closer 1o the HTA

377 assumptions. The FCC adopted the following structure shonng assumptions:
378 For aenal structure, we assign 50 percent of structure cost i density zones
379 1-6 and 35 percent of the costs m densily zones 7-9 10 the telephone

280 company. For inderground and buned structure, we assign 100 percent of
ER 1he cost in density zones 1-2, 35 percent of the cost 1n density zope 3, 65
182 percent of the costin density zones 4-6. and 55 percent of the cost 1 density
383 zones 7-9 10 the Telephone company.’

184

385 1 contimue 1o recommend to the Commussion that they use the JIFA proposed
386 assumptions regarding stmcture sharing as they are much more reahstic than the
387 HAI default assumphions.

388

389 Q. AT&T witness Clarke proposes that the HAT defanit assumptions be modified 1o

390 reflect different distnbution and copper feeder plant cable fills. Is Ins rationale Jor
391 these changes consisient with the rationale underlying the default assumplions?
392 A Ttisnot. His explanation for the change is that the default valves **._were

393 designed to represent measored fill at the central office, rather than be general

* Tenth Report and O1der, CC Docket No. 9645, FCC #99-304, Adopted Oclober 21, 1999, Released

November 2, 1999, paragraph 243




. 394 cable sizing factors.” Thot descriplion is ot borpe oul by the HAT Inputs

395 Pontfohio. (ITA Exhibit 1. Attachment 3). 1 have altached as HTA Exhibnt 4,

396 Attachment 3 excerpls from the Inputs Porifeho supportimg the defoull

397 assumptions for the Distnbution Cable Syzing Factors which Dr. Clarke refers to
398 as the cable il factors. This explanation makes no mdicabion that they were

399 de<igned to represent measvred N1l al the centyal office as Dr. Clarke opines.

40D Rather there is a clear descnphon which indicates how the factors are used as

401 reneral cable sizing faclors. The explanation that engineers are more concemed
407 with the number of spare pars as opposed to the percentages and that with smaller
403 s1ized cables a Jower Hil} foctor 1s necessary 1o provide some spore paws is a logical
404 explanation why the factors should be lower i Jow density zones where cable

405 pair sizes are fower. The same explanation is provided on page 58 of the Inpuls
406 Portioho for copper feeder cable s1zing foctors.

407

408 Q. Does the 11A] Model Descriiption document (ITTA Exnbit 1, Attachment 2)

409 provide additional information regarding Dr. Clarke’s assertion?

410 A It does. The Model Description docunent contains the following descrption of
M1 the use of these factors on Page 47:

4? Sizing factors are inlended to provide reserve capacity above and beyond the
413 lines requirement determined by the model. I, for instance, a given cable
414 segment must-sesve 75 hnes and the sizing facior sel by the model 15 0.50,
415 then the targel cable size determmned by the model is 75/0.5, or 150.

416 However, cables are available only in discrele sizes, as shown in Item B9 in
437 Appendix B. The model selects the cable size at or most closely above the
418 mimimur size calculated. In this example, ihis corresponds to a 200 parr
419 cable. Thus, the achieved H111s 75/200, or 0.375. Generally, the average

* Claske Testimony, May 11,2001, page 12, Tares 16-18.
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achieved disinbution fi)) 3s sigmificantly less than s indicated by the raow cable
sizing factors shownon Itern B1S
This descripbion clearly indicates that the model developers intended the cable
sizing faclors as general stzing factors rather than as “the measvred 1] ot the

cenlral office™.

In adopting 11} factors for use in the Synthesis Model, did the FCC recogmze
differences m the i1l faclors based on density zone?

They did. HTA Exhabit 1, Attachment 3 displays the fill faclors ndopled-by the
FCC, factors that are much closer to the HAI defaull factors supported by AT&T

at ope tyme, than the factors now proposed by Dr. Clarke.

What is vour recommendation to the Commssion regarding Dr. Clarke’s
proposed modifications 10 the cable sizang or fill faclors?

The Commission should reject Dr. Clarke’s proposal. The factors supported by
AT&T as the default {actors for HAI model 5.0a are more appropnate cable sizing

factors than are the factors proposed by Dr. Clarke.

Do you agree with Dr. Clarke’s proposed inpuls regarding cosi of capital?

1 do not. 1agree with the testimony of Staff wilness Pregozen that the use of tlns
Ameritech information from a prior period is not an appropriate measure of the
cost of capital for the small llinois companies. Dr. Clarke’s proposed debt

structure of almost 60% debt is not representative of either large or small
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457
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464

465

telephone companies. The cost of equaty from a prnior penod s not representative
of the forward looking cost of equiy of the small compames. 1 also agree with
Mr. Pregozen’s discussion of the many factors of business nck faced by sinall

companies that need to be considered m determming thew cost of equity.

Dr. Clarke opines that the rural areas are “more mmmune 10 compelitive
penctration” than are the metropolitan areas seyved by rwral camers. Are rural
camers immune o compehlion?

No they are not. While most of the rural cormers do not face competition yet from
compeittive Jocal exchange camers (CLECs), virtually all of them are facing
competiion from wireless service providers. With a Ingh pescentage of thewr
revenues assocraled with usage sensthive access charges, a much Ingher
percertage than the Jarge wiban compames, wireless camers are a defimte
competibive threat 1o the small compames and are cansing them to Jfose revenues
they would otherwise have. 1 expect that s type of competiion will continue to
grow and may Jead 1o some customers actually replacing their land line service

completely with wireless service.

Dr. Clarke, on page 10 of his May 11 testimony, opines that the vahdity of ibe
HAIJ default expense factors, “. . has generally been affirmed by the collection of
expense faclors 1hal has been adopted by the FCC for its Synthesis model.” Do

you agree with this assertion?
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This assertion is made in regard several expense categories and is nol accurate, al
Jeast 1o the extent thot Dr. Clarke opines that it is. For example, the FCC made no
determination of an approprate factor for canter-lo-carmer cuslomer service
expé;}se. The FCC’s determnamion of billing/ll mquiry eipense, which
incidenially was based on aregression analysis of embedded expense Jevels,
coincidentally arrived at a level of $3.62 per hne per month, the sdentical number
that the TITA 1s propesing and over tvice as hagh as the BAI default assumption.

For nelwork operations expense the FCC uses an mput of $1.43 per hine per

for the small Hlinois companies generates $1.52 per hne per month for all network

functions inciuding the provision ef access, miereffice switchipg, and meroffice

transportl.

Dr Clarke proposes that fiber costs be reduced sobstantially from the HA defanli
imputs due to changes in cost since the HAT defaolt assumptions were developed.
What is your response 1o this proposal?

Dr. Clarke’s choice of this ope ifém of many costs thal have changed since the
HAI inputs were developed serves his desire 1o Jower the overall cost developed
by the model. While the price of fiber may have been reduced since the HAI
default assumplions were developed, pnces of other mputs have increased. Labor
is another significant coninbutor to the costs produced by the model. There s no
doubt that labor costs have increased since the 1996 time frame which was the

basis for the cost inputs in the HAl model. If cost factors are 1o be updated from
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the 1996 tine penod ot would only be appropnate to make adjusiments for cosis
thal have both mereased and decreased, not just one input Jactor that has

happened 1o decrease.

USE OF THE HAT MODEL

Q.

In the teshimony that has been presented, vanions paries propose using resolis
from the HAY model 1n a vanety of ways. Do yon have any geperal comments
regardimeg these proposed uses of the sesolts of this model?

T de. Inmy direct teshmony, when 1ntroduced the HAY model as a tecl to
eshmate forward-Jooking costs for the small Hhnois compoames 1 expressed a
number of reservotions regasdme vsing the model and sts sesvulis. Nevertheless, )
proposed 31s use m a broad wiy as epe ;peasure to meet certain statutory cnfena.
While the TITA had certion misgivings about using this meodel, 1t did support the
use of 3t in the manner proposed by the ITA. However, n this proceeding there
are 2 number of proposals that suggest a rebance on the model for individuoal
company results and for hmitations on mdividual compeny funding that go well
beyond uses for which the model may be appropnate. Theré are also proposals
that the industry and the Commisston go through annual updates, a process which
1s bkely to be costly and e consuming. In reviewing the use of the model, 1
recomumend strongly thal the Commussion recognmize the weaknesses of this tool
and use 210 a ymnumal manner, rather than as a specific indicator of precise

company cosls and funding requiremnents.
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What statutory requirements was the IITA trying to meel when il proposed
introduction of the HA] model?

The statute mdicates that compames may be elipible funding 3f their “economc
costs” of providing wmrversal service exceed an affordable rote and federal support
received. The lerm “economc cosls™ 1s pot defined n the statute. The JITA
assumed, based on discussions of cost 1ssves before the Commission m a vanely
of cases over the past several vears. that most parties would conchude that
“economc costs” should be mnterpreted as forward-Jooking costs. In order to
attempt to sunphfy this preceeding, the IJTA proceeded on a course accepling thal
assumphion and 1ried to fashion a reasonable yesnlt using that assumphion and the
hmitations of the statute. However. with the speaific propesals for using the HAR
based studies 1o imit companies ability 1o receive funding, that assumplion will

be challenged and lested mn this proceeding.

Can you descnbe some of the specific proposals that concern you?

Yes. Staff witness Hoage proposes that the HA] model results be used to hmi
and eliminate the funding for individual companies where the analysis of HAL
cost compared to the affordable rate and federal support shows the company
needs Little or no support. Al the same time he proposes that companies where
that analysis shows a great need for supposl be denied that support and bhomied by

the rate-of-retum 1est.
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AT&T witness Hegstrom proposes that the HAT model be used 10 eliminate
compamies from funding ehgibibty if their HAT caleulated access costs are Jess
than thewr Commssion mandated access rales.

Verizon witness Beauvals proposes that companies whose HAJ costs are above
their Comnmssion mandated access 1ates should be required to raise their access

yates to the HAJ cost level.

Each of these proposals assumes a validily to the HAI cost resulls. most at an
individual company level, that 3s beyond a reasenable expectalion for the model

becavuse of the model hmyations 1 descnbed inmy direct tesimony.

What has been the reaction 1o these proposals?

Individual companies who are ympacted neganvely by ihese proposals are
legitimalely responding by irying 1o provide better estinales of their individual
company costs with mdividual cosl estimates and wdividual company
assumpions. While FThave not reviewed and am nol commenting on the specific
assurnptions proposed by the individual companies, if the results of the HAT
model are gomg to be used on an mdividual company basis, studies vsing the
mode] but tailored 10 individual company situations are an appropriate response 1o

some of the infirmities of the model and 1ts resulis.

Is the Siaff posilion regarding the use of mmdividual company studies and inputs

consistent?
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It does not appear 1o be. Stafl witness Koch in Jns rebulial testimony rejects most
of the individual mput changes proposed by Mr. Petronske because they are based
on the compames’ mdividual embedded costs. However, Staff witness Hoagg m
his direct teshmony characterizes the mdividual company HAJ results as proxies
for the eal costs. One can readily infer from s testimony that studies based on
mdividual company npuls reflecting the “real” costs of the company are
prefernble 1o the 1A} proxy costs and even mere prefesable 1o the average proxy

cost that the ITTA proposes.

Does the statute limi the Copmmission’s ability 10 use proxy costs 1o onfy
considening the costs and ot a proxy for sevenues as argued by AT&T witpess
Hegstrom?
Ultimately that decision will be determined by a legal analysis. However, from
my view as a regulatory expert, but not an attorney, 31 does not appear 10 mclude
that Jirmtation. The relevant parl of Section 13.301(d) states:
In establishing any such umversal service support fund, the Commission
shall, in addition to the determination of costs for supported services,
consider and make findings pursuant to paragraphs (1), (2), and (4) of item
(e) of this Section. Proxy cost, as detennined by the Comunsssion, may be
vsed for this purpose.
1t appears to me that the statule gives the Commission wide discretion in
deterrmmng and using proxy costs in making the determnations referenced mn the
previous sentence. While the sentence does not mention the use of proxy

revenues, il certainly doesn’t prohibit 1. 1f the Commission chooses to usc as a

proxy for its determination the cost of the small companies as a whole, it would
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not be at all reasonable for the Commission 1o vse the revennes of the compoames
as a whole i meeting the lests deseribed. This s particularly troe in hght of the
Commission’s expressed infent 1o impose a non-statutonly based earmings

hmitation test on USF fumding as well

Mr. Hoage, m Ins Direct Testimony. cnticizes the ITA proposal to use HA)
results comnpared to revenue and sopport resulls for the small Hhnois compames
as a whole for a number of reasons. Can you commenlt on ns rahionale?

Yes. First Mr. Hoagg argues that the IITA bas not met a burden of preof to show
that 1ts method 1s superior to s method which, i s terms, *'._meaningfully
takes account of mdividual company HALsesulis.” 1f Mr. Hoapg’s methods
meamngfully took account of o)l mdividual company HAT results. 1 mmght agree
with mm. Bowever, the proposal of Mr. Hoagg only 1akes meamngful account of
mdividual HAT results that elymmate a company from consideration for funding.
 the HAI results show the company needs large amounts, those resulls are

discarded via the earmings test methodology.

Second, as discussed above, My, Hoagg appears to argue for individual company
studies rather than the HAI stodies thal he charactenzes as proxy stodies, while
fellow stafl witness Koch, disimisses such studies as inappropnate.

Third, Mr. Hoagg argues that 1he use of the HAI studies as proposed by the StafT

**. ..should not prejudice mappropnately the interest of any ITA company.” |
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have prepared ap analysis thot clearly deynensiiates that the imterests of several of

the small Bhinois companies mlerests will be sebstanhally prejodiced.

Wonld you please descnbe the analysis that you have conducted?

Yes. Under the proposol of staff as developed i Staff”s sebuttal testirmony, Mr.
Koch, in Staff Exinbit 8.0, Schedule 1 identifies eight compames who are tolally
precladed from yecerving TUSF support as aresult of the BAT himiabion proposed
by Mr. Hoagg. 1have onalyzed the ympact on these erghl companies of this TUSF
funding hmitaton proposal. NTA Exhibit 4.0, Attachment 7. provides this
analysis. Two alternabives are presented, the first based on the 1mitial amounts
requested by the corppames to achieve the agreed wpon snte of retum. the second
based on the staff recommended support amount to achneve the same retum. For
each compony the support amount necessaty to ackneve the oppropoate rote of
return 1s divided by access bines and by twelve to calculate a support amount per
hne per month. That amount 1s then added 10 the average basic service rate for
the company to estimate the rate that would be needed to provide basic service,

absent any TUSF support.

The results of the 'analysis shows that only one of the compames, Harnsonville,
would have a rate less than the affordable rate of $24 proposed by the stafl. One
other Odin would have a rate only slightly above that amount. For the remainder

of the compamies, under staff’s analysis of the needed support Jeve), the rales for

the companies range from $39.01 10 $79.2] per month. These rates, for basic
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A

service only and excluding federal SLC charges, 1axes, surcharges, etc., are
between 62% and 229% above the Staff proposed affordable rate. I believe this
analysis clearly demonstrates that the interests of some of the ITA compames

will be prejudiced.

AT&T witnesses Clarke and Hegstrom advocate the nse of average HAIL costs
across all the companies, but proposes that they be evolnated against mdividual
company revenue and support measures. What is the flaw m this type of
analysis?

"Ihc;'ré are real cost differences between the companies in the lhnos group,
although the AT&T witnesses apparently recogmze that the HAT mmedet does pot
do a particularly good job at accurately identifving those differences by company.
While the average cost may be o fairly good representanon of the group as 3
whole, 31 does not represent the cost of each individual compony well at all. If
this average cosl is atinbuted to all the companies individually, but compared to
revennes and support amounts thal are based on higher or lower actual cosls, the
resulling USF fondmg will be inappropriately distnbuted between the compames.
The use of the average cost, és proposed by Ms. Hegstrom, produces ihe same
overall support Jevel, but distributes a higher portion than necessary fo Jow-cost

companies and a Jower portion than appropriate to high-cost companies.

What 15 the appropriate use of the average cost then?
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The appropnate use 1s that made by the JITA intsymtial proposal. The overall
costs developed by the HA] médel are compared to the revenues and support
revennes received by the 1otal grovp of companies to delermine whether the
compaics as a whole pass the statntory test. The embedded eamings analysis, as
required by the Conmmission is then used to detenmine the funding level for the

individual compames based npon their emmnings need.

Amentech witness O’Brien on pages 2 throngh 4 of has rebuital testimony
discusses the infirmities of the HAl model and supports the use of the embedded
earnings test as the sole means of detesmimng TUSF funding. Do you agree with
his discussion and conclusion?

1do. As My € Brien has apily pomted out. there are many concerns with the use
of the AT model, with varying inpnts for the model, and with the resulls of those
medels. He properly concludes on page 3 of his tesimony that the HAl model
should only be used as a **.__general acknowledpement of 1he Section 13-301(d)
requirement...” and that the model cannot be used . __for any cost/revenue
compansons for any individual company.” His conclusion s that ™. the
Commission should afford no weight o the HAl model, whether for a specific
company or in total, when detepmnining the amount of any high cost funding
needs.” Mr. O'Brien then supports the use of the general methodology proposed
by the Staff and the HTA in conducling an eamnings analysis 1o determmne IUSF

funding. 1 agree wholeheartedly with Mr. O'Bnen.
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Droes the recent order of the FCC i regard 1o the recommendation of the Rural
Task Force support the concems that Mr. ’Brien has regarding the HAl model?
Yes. While the FCC’S order specihically addressed the Sypthesis Model, the
observation of the FCC. quoled by others i their leshmony, that the forward-
looking costs of roral telephone companies connot be determined al this me,
supporis the concerns expressed by Mr. O’Bnen and ihe recommendation of both
Mr. O’Bnen and me 1ITA 1hat the HA) model only be used on a broad proxy

basis Jor the Imos companses as a whole 1o meet the requrements of the siatule.

SERVICES TOBE SUPPORTED

Q

Have ihe parties. i ther direct and rebuttal testrmomes filed 1n May, differed
sigmficantly over the hist of servces that should be supported?

Mol sigmficantly. Most of the parties have supporied the hst of services adopled
by the FCC as an appropnate st of supported services. Venzon wilness
Beauvais has added 10 that lisi one item 1o the Iist, white pages directory hstings,
and has clanfied the definition of access to interexchange carmers by adding “'of
the cﬁsiomer’s choice” to the end of that item. As Mr. Beauvais recogmzes, the
cost of the white pages direclory ]isting 1s relatively small and not of sigmficant
consequence. While the clarification of access to interexchange carriers provides
a clanfication, 1 do not believe it changes the requirement at all since federal
statoie and federal and state rules réquire the provision of presubscnption as the

means of offering access 10 inferexchange camriers and thus the customer choice

reqmrement is implied in the requirement as il 3s siated by the FCC.
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Are you aware of the recently passed 1hnois statute requinng the provision of
advanced telecommunications services to 80% of each company’s cuslomers 1n
ihe pext three ond 3 half years?

] only became aware of 1tn the past two to three days. As 1 understand 1, the
statwle is stll awatting the governor’'s signature. H this act 15 signed mto Jaw, the
Commission shenld give careful consideration to the need 1o add the provision of
advanced tefecommunications services {o the hst of supported sexvices. Given the
bagis of the funding proposed by the 11TA that s asscciated solely with the
ernbedded cost eammngs analysis, 3dopli0n of s provision will net ymmediately
affect the fonding results and can probably be delayed unts} the next phase of this
proceeding. However, } sheuld pomt out that the adoption of 1this legislabon
Jargely alleviates one of the concerns expressed by Staff witness Hoagg about
solely using the embedded cest earnings levels to develop the IUSF funding
amounts. He expressed the concem that some compames rmght build networks of
ihe type now contemplaled by the Jegislation awaiting the governor’s signature
and receive funding for such networks nnder the embedded funding method.
Given the expressed requrement of the Jegislature such a resalt would apparently

be entirely appropriate.

Atlthough there was general agreement regarding the list of supported services,

there were varying positions regarding what lines should be sopporied. What s

your posilion mn regard 1o s 1ssue?
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The discussion of what Jines should be supported becomes refevant, mmy mmd,
intwo dfferent instances. First, if the Jeve) of fonding is based on some
calenlation of indrvidun) line support the pumber of supported Jines becomes -
relevant m detemnng the amount of suppoent. Second, H support from the fund
15 portable o competve providers the issue becomes relevant as to whot specific
supportis portable. Al this ime in this proceeding neither of these factors are
particularly relevant and the Commission needs o make no deciston regarding.

this 1ssue.

Why do you say that?

In regard fo perfabibity the stotute regarding Section 13-303(d) specifies that TUSF
fonds fron that fund are only available to compames who were receiving support
undey the current hngh cost fund and DEM weighting fund. The parties have
agreed o delay the discussion of portabality of the JUSF and whether and when
the TUSF funds proposed undey Section 13-301(d) would transfer to a 13-301(¢)
fund which conld be portable. Thus the issue of portability will be discussed in a

Jater phase of this proceeding.

Second, under the proposed funding determination proposals by vanous parties in
this case, the pnmary determinant of the JUSF funding amount is the overall
company embedded cost earmngs determmnation. This fuﬁding determmation s
limited by an amount needed 1o achieve a given eamings level of the company

nrespective of the number of lines thie company serves. Thus the number of
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supported Iines has no relevance 1o the delermmation of fomdmng, as proposed by

the parties m this case.

Duoes the IITA have a position on thisissue if the Comrmssion sakes a
delerrmnation?
Yes. The NTA supports the provision of JUSF funding to all the companes bines

consistent with the FCC method of providing federal support.

THE AFFORDABLE PRICE FOR SUFPPORTED SERVICES

Q.

In arriving al an affordable rate as desenbed i the statute what charactenstics
should the Commssien have 1 mind n determimng the affesdable rate?

First, the Cormmussion should keep 1 mnd that the jssue of affordabibity is 1o be
judged 1 the context of the public pobey goal of providing “umversal” Jocal
telephone sexvice. Thus, the concept of affordability should be judged 10 ferms of
a stapdard which will provide service at a rale where the vast majonty of
customners can and will purchase Tocal telephone service at the determined rate.
Second, the affordable rate descrnbed in the statule j_s the rate for basic service, bul
the'a_'ffordabi]ily of that service will depend not only on the rate for basic service,
but the additional rates and charges (federal SLC, taxes, mandatory surci]arges,
elc.) Third, the FCC has given the stale commissions the responsibility of taking
nlo accmmf such factors as local calling areas, socio-economic faclérs, elc. in
determimng the avalabibity of universal service. The Commssion should

consider such factors in making its determination.
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On Page 8 of his testimony Staff witness Starapczak argues that consideration of
the local calling area as a factor n determining affordabibty is not refevant
becavse 31 15 based upon a volue of service” concept. Do you agree with his
argument?

1do not. Prmarily } do pot behieve that consideration of the Jocal calbing aveads a
“value of service” concept. 1 beheve the size of the Jocal calling area has a direct

bearng on the af fordability of Jocal service.

Can you explamn in detm) how the size of the Jocal calhing area affecis the
affordability of basic Jocal service?

1 con. Customers vse telephone service for o yonety of commumeation peeds.
These include such things as arrapging medical services apd ordenng
prescriptions, checking on the avalability and cost of matenals ond services for a
wide variely of personal needs such as home and car repair, purchase of clothing,
recreational needs, elc., commumeating with educalors regarding thewr children’s
educational needs, paslicipation in commumty and church activities, contact with
emergency services and essential government functions, and social contact with
fnends and relatives. In areas with Jarge local calling areas most of these
consnunicalion needs fall within the Jocal calling area and are provided through
the provision of basic local service. As the size of the Jocal calling area
diminishes, fewer of these communication needs are met within the Jocal ca]}ing
scope. In an exchange such as Kinsman, with Jess than 100 custorpers in the Jocal

calhng scope very few of these needs will be met within the Jocal calling area. In
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ordet 1o meet these communmication needs, the customer st purchase mtrastate -
i0)] services at usage sensitive prices. The need 10 purchase 10}] services 1o meel
these essential communication needs reduces the customer’s funds avalable for
the purchase of basic local service and thus directly affects the affordabilily of

local sevvice,

Dees Dr. Staranczak recogmze thal foctors such as meome and soc10-economic
slatus have ap nnpact on affordabibiy?

He does. Throughout his direct testimony he recogmzes that whot 1s sffordable in
one area of the state or country may be different from what s affordable in
another area of 1the slate or country due to such factors. Yet Ins recommendation

15 1hat a smgle affordable yate be estabhshed for al] parts of the state.

Dr. Staranczak includes i his testimony six possible methods for detemmning an
affordable yate. What s your reaction 1o these metheds?

While each has some rationale for consideration, most of them have sigmficant
arbitrary factors assoaated with them. Others would be difficull to determine
until afler the fact. For example, one of lis alternatives 1s 1o use 200% of the
Ameritech Band “C” rate. While there 1s some logic to using the rate for the less
vrban areas served by Ameniech the choice of twice the rate is lotally arbitrary
anpd has no basis. 1f the Amm'lech rate 15 1o be used, and the Commission has
found it to be just and reasonable, I would suggest that it would be more

appropnate 1o use the $13 .00 rate itself, rather than twice the rate. This would be
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much more consistent with provisions of 1he Telecommunications Act of 1996
which, in one of the principles for developing umversal service, states that
services in rural areas should be . _available at rates that are reasonably

comparable to rales chorged for similar services in mban areas.”

Another recommendation of Dr. Staranczak 15 the use of a “level that does not
adversely affect the penetration rate.” He suggests that becanse of the relative
melashicity of local service that ths rate ;might be gmite high. However, 1 ope
reviews the cooren) pexetyabion rate for local sexvice m 3hpms which bas been
declining and is one of the Jower 1ates in the couniry, the dala suggests thatin
Hlimors as a whole that the current rates may already be adversely affecimg the
penetration rate. Data on the Himois penetration suggests thot nsing the curent

rafes ymght be fully appropnale.

Uitmately Dr. Staranczak cheoses as the basis for is recommended rate of $24
for residence coslomers ophion #3 of the iethods he presents. Can you comment
on this option?

Yes. This method is based on a Bureaun of Labor statistic cited by Dr. Staranczak
that the average wban wage earning household spends 1.2% of1is incc;me on
local telephone charges. Dr. Staranczak uses this ratio (but a?bi!ran']y doubles i)
to multiply against a Jow mcome household income of $1 5,000 1o arnve at a cosl
of local service including all federal and Jocal charges, surcharges, taxes, ¢lc. to

ammive at a total rate of $30. From this he subtracts $6 for the federal SLC charge,
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mandatory surcharges and 1axes 1o amve al s proposed affordable rate of $24.
Dy Staranczak admus thal the doubfing of the factor 15 an arbitrary adpstiment
and sobject to queshon. While this methodology uses a mumber of relinble
national sovrces as the bawis for 3ls development, the arbitrary decision 1o double
the income percentage 3s pot Justfiable. Using the sources and methodology
otherwise one would armive af a total rate of $15 and an affordable Jocal rote

excludme taxes, the federal SLC, and mandatory surcharges of $9.

Is there olher factual evidence that the Commission shonld consider m amiving a1
an affordable rate?
Yes.  Harmsonville wiiness, Mr. Hoops ciles addibonal appropniate national
statistics that are refevant o the determimation of the wffordable rate. These
mchade:

1. A pobonal urban rate average of $20.]8

2. A national wwban median rate of $19.57

3. A national urban average rate of $19.87
Each of these rates is extracted by Mr. Hoops from FCC so{lrces and studies. As
he explains, each of the rates include all charges for local service (state and
federal charges, taxes, etc.)
In amving al an affordable rale for basic service recogntion should be givente

these additional charges and they should be subfracted from the overajl charges

for local service 1o armive at the rate for basic service. Based on Dr. Staranczak’s
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estimale of $6 per month for these charges apd vsing the FCC average data, one

amves al an affordable rtatein the $13 10 314 rﬁnge.

Dr. Staranczak recommends an affordable rate for business service at a higher
Jevel ($27) than for residence service ($24). Do yon agree with this
recomendation?

No. While Dr_ Staranczak cnticzes “vahie of service”™ concepts specifically 1n
regard to considering the impact of Jocal calhing areas on the affordabihity of sates,
he apparent]y has not qualms about vsing such prnciples to support a different
affordable rate for business than residence customers. His explanation for this
difference is that *'.. business yates are typically a few dollars more thap the
residential rate. . This cormment s based on histoncal tepdencres to charge
business customers more than residence cuslomers for “value of service” reasons.
Inleday’s enviromsment ii is becoming more and more difficult 1o distipguish
between residence and business customers. Some companies no longer make that
distinction in their tanffs. 1 would strongly recommend that this histonc artifact
not be canied forward mio the affordable rate concept and that a single rate be

established for all customers.

Have you prepared a schedule showing the average basic local service rate for the
companies and the average rate mncluding the additional charges such as the

federal SLC, taxes, and mandatory surcharges?
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I have. IITA Exhibit 4, Attachment 8 1s that schedule. T have prepaied ths
schedule 10 sort the companies from the highest to Jowest based on their total
payment for Jocal service. The schedule shows for each company the total charge
for Jocal service mchrding the addivional charpes and the difference between the
local service rate and the total rate. The schedule shows that on average (a
mimenc average) the small Bhinois company customers pay over $7.501n
addibional charges (taxes, federal SLC, mandalery surcharges) above the Jocal
service rate. Only fwo of the companies have 101! charges Jess than $10 and only
seven have lotal charges Jess than $20. Thns demonsirates that for most of the
companies the 1olal charge for loeal service 1s above the national average and
median vates al this tme and that the cument rates for the vast majonty of the

compmies i1s a reasonable estimate of the affordable rate.

What is your recommendation regarding the affordable rate?

1 continue 1o recommend, as 1 did in my direct tesiimony, that the affordable rate
for basic Jocal service be set al the company’s current rates. If the Commssion 1s
persuaded by the arguments of other witnesses to use a single statewide rate, 1
would recommend a rate in the neighbothood of $13 10 $14 based on current
nationwide average rates for total service cost Jess a $6 estimate of other charges.
Finally, 1 recommend that the rate for residence and business costomers be set ai

the same level.
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ACCESS CBARGE ISSUES

Q-.

What are the proposals of vanous wilnesses regarding access chargeé as 1t velates
to this docket?

There are two very differem proposals regarding access rates. Verizon wiiness
Beauvas snggests that 1ITA compames that have access rates Jess than the
indicated HAT cost showld raise their access rates to the levels indicated by the
HAZ} cost, thus ncreasing access revenues and reducing revenues needed fiom the
JUSF under the emnbedded cost methodology. AT&T wiiness Hegstrom, on the
other hand, focuses on the compames whose access yates are above the HAl costs
{she uses a vanety of average HAT access costs) and recommends thot those

companies be meligible to recesve TUSF funding at all.

Do yow agree with Mr. Beauvais™ recommendation that the IITA companies
whose HAJ costs are greater than their current access rales shonld be required 1o
1915¢ those rates?”

No, for a number of reasons. First, this proceeding 1s not a proceedmg about
access sate levels and the appropnate method for determiming access rates. While
I do nol disagree with Mr. Beauvais’ cornment that it may be time 1o temmnate the
long-standing Commission policy of mirroning mierstate access rates (with some
adjustments and exceptions), there is not the time and the issue has not been
included as an issue to be dealt with in this proceeding. Second, because of the

concern aboul the vahidity of the HAI data and resulls in general which 1 have

covered 1n greater detail elsewhere in my testimony, I am not af all comfortable
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accepting the resulls of the HAT model as the method for establishing access rates,
erther nsipg the individual company results or the averaged "proxy’” sesulls. Mr.
Beauvais” recommmendation. 3§ 1 is 1o be constdered. should be done ot a different
time and 1m a docket vhat s specifically deabng with the estoblishment of access

TiHes.

Ms. Hegstrom quotes porhens of the statute in her response thal Jeads to her
recommendation that if . some Jevel of imphent subsidy exisis for any given
company. that company should be snehgible for any slate universal service
funding.” Does the statute either require or avthorize such a recommendation?

1 do not see anything in the statmle which could be consirued 10 ether require or
anthonze such arecommendation. The statuie speaks 1o the need 1o identify such
subsidies and 1o determme how they can bt; made expliat. There s no
requirernent in the statule related 1o the simall compoanies that such subsidies must
be eliminated before a :eompany can be eligible for receiving funding. Ms.
Hegstrom’s recommendation appears to be her attempt to inmt the size of the
fund by making many companies who are following the Comnussion’s orders

regarding the establishment of access rates suddenly ineligible for JUSF funding.

Is Ms. Hegstrom’s recommpendation consisient wath the expressed intent of
wentifying the subsidies?
Itisnot. The statute indicates that the Commission should *. . determine how

such subsidies can be made explicit by the creation of the fund.” Ms. Hegslrom’s
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